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Working Capital / Bank Credit
This ratio measures the extent to which working capital
is financed by banks. In developing countries like India, bank
credit is the main source of working capital for small-scale
industries. It can be calculated by dividing working capital
by bank credit. Bank credit may be in the form of cash
credit or an overdraft facility. A higher trend of the ratio
with constant outside liabilities is a sign of sound functioning
of a firm. It implies that a part of the working capital not
financed by banks is either from owners' funds or generated
income.
A lower trend indicates diversion of working capital to
other purposes which result in a shortage of working capital
and difficulty in meeting day-to-day business obligations.
Stock / Net Sales
This explains the turnover of inventory i.e., at what rate
stock is converted into cash. Excessive stock for a long time
creates several problems. Funds may be blocked up in inven-
tories which affect the liquidity as well as the short - term
solvency of a firm. If the value of unsold stocks fall, profits
of the firm are affected. Further the longer the period of
stocks, the greater the cost of storage.
This is calculated by dividing inventory by net sales.
Inventory may be in the form of raw-materials, goods in
process and finished goods. In order to knew which fcrm of
inventories is more, it is better to calculate raw-materials by
net sales, goods in process by net sales and finished gccds by
ntt sales. Net sales are measured after deducting sales returns
from total sales.
Comparison between stock and sales becomes unreason-
able as stock is valued at cost and sales are valued at the
selling price. Selling price includes administrative cost, sales
expenses, interest and taxes, in addition to the cost of goods
sold. Still, Beaver considers a high ratio is a symptom of
sickness. In small-scale industries the standards prescribed
are that the stock of raw-materials should net exceed 3 to 4
months consumption for the year, finished goods should not